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FINNISH KEY ECONOMIC INDICATORS 


All values (except per capita GDP) in Sources: Central Statistical Office, 
millions of U.S. dollars and represent Ministry of Finance, Board of Customs 


period averages unless otherwise stated. and Confederation of Finnish Industries 


Exchange rates: U.S. $1.00 = FIM 4.117, 
average selling rate for 1978: U.S. $1.00 = 
FIM 3.896, average selling rate for 1979. 
‘FIM 3.8, estimated average rate for 1980. 


1978 1979 Change! 


) ) 


1980 Change? 
(Estimate) 
INCOME, PRODUCTION, EMPLOYMENT 
GDP at Current Market Prices 33,876 41,277 49,950 
GDP at Constant 1975 Prices 25,249 28,476 s 31,250 
Per Capita GDP (current prices) 7,127 8,663 10,500 
Industrial Investment 

(current prices) 1,759 2,435 3,390 
Personal Income (Disposable : 

Income of Private Households) 

(current prices) 19,735 23,819 27,590 
Indices: 

Industrial Production (1970=100) 130 140 151 

Avg. Industrial Wage (hourly 

for male) 4.17 4.86 5.60 
Labor Force (000's) 2,253 a2y,ati 2,282 
Avg. Unemployment Rate (%) 7.5 6.1 4.7 


MONEY AND PRICES 
Money Supply, M2 14,739 17,960 20,800 
Interest Rates (Bank of Finland) 7.25 8.50° 9.252) 
Indices: 
Wholesale Price (1949=100) 3) 747 834 954.9 
Consumer Price (1977=100) 3) 110.4 119.9 136.1 
Retail Sales (1972=100) 110 118 126 


BALANCE OF PAYMENTS 
Gold & Foreign Exchange Reserves 
(Bank of Finland) 925 1,204 1,7304) 
External Public Debt 1,787 2,301 2,880 
Annual Debt Service 
(Public and Private) 14.9 11.8 10.5 
Balance of Payments>) 1,173 -183 1,000 
Balance of Trade 701 -158 1,400 
Exports, FOB 8,552 11,147 23.4 13,460 
U.S. Share 3.9 4.3 4 4.0 
Imports, CIF 7,851 11,305 36.2 14,860 
U.S. Share 5.0 3-0 0 5.4 


Main Imports from U.S. in January-December 1979 (in millions): Office machinery (mainly 
ADP equipment), parts & accessories $65.04; electric machinery & equipment $33.53; 
general industrial machinery $31.91; machinery for special industries (civil engineering, 
textile, leather, printing, bookbinding, foodstuffs, etc.) $26.11; precision instruments 
(medical, optical, measuring, controlling, etc.) $21.99; coger ic chemicals $21.88; 
Plastic materials $20.36; fruit, fresh, dried & preserved $20.33; tobacco, unmanu- 
factured $20.09; motor vehicles, chassis, parts & supplies $19.96; oilseeds. $19.92; 
inorganic chemicals $18.42; wheat, unmilled $17.62; photographic & cinematographic 
apparatus & supplies $17.35; aircraft & parts $12.34; non-ferrous metals $11.87; 

cotton $5.85; medicinal & pharmaceutical products $4.93. 


1) Percentage changes are based on FIM values. 2) Discount rate of the Bank of Finland 
was raised to 9.25% on February 1, 1980. 3) Period from December to December. 4) The 
increase is due primarily to the raising of the bookkeeping value of the Bank of 
Finland's gold reserves and inclusion of foreign bonds in its total foreign exchange 
holdings. 5) Basic balance. 
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SUMMARY 


Growth in the production of Finnish goods and services reached near boom proportions 
in 1979. Export demand was the major stimulus, but consumption and investment 
became increasingly important growth factors during the latter part of the year. 

The economy's momentum will remain strong through 1980 with an estimated real GDP 
growth rate of 7%. Consumption and private investment will increase 4.5% and 

11.0% respectively. 


During 1979 export growth was strong, but was more than matched by a sharp growth 
of imports. Finland will run large deficits in 1980, about $1.4 billion on 
both the trade and current accounts, although a good share of this will come from 
the Finland-USSR bilateral trade account and will be offset by future Soviet 
purchases of Finnish products. 


Prices in 1980 are rising much faster than predicted. Finland's CPI rose only 
8.6% in 1979 but is estimated to increase 13.5% in 1980. Inflation has become 
the government's number one economic concern. 


The percent of unemployed dropped steadily through 1979 and spring 1980 and will 
reach 4% by summer's end, a level consistent with full employment. Wage agreements 
for 1980 are fatter than in 1979. 


The sharp improvement in the Finnish economy augurs well for U.S. exports through 
the remainder of 1980. A continued high level of industrial production and 
increased investment activity will sustain lively buyer interest in a broad 

range of U.S. industrial products as well as consumer goods. This interest is 
further strengthened by the current U.S. dollar-to-Finnmark exchange rate which 
is favorable to Finnish buyers. Sales prospects continue strong for business 
machines, parts and accessories, electronic components and subassemblies, and OEM 
supplies. Continued growth in consumer disposable income will strengthen demand 
for U.S. consumer products. Textile goods, clothing and shoes, particularly 
leisure and sports oriented,are expected to find ready buyers. 


PRODUCTION -- STRONG GROWTH TO CONTINUE IN 1980 


Finland's gross domestic product grew 6.7% in 1979. This was not only a result 

of brisk foreign demand which sparked the Finnish recovery of the past two years. 
Consumption and investment demand were also heavy, especially during the last 
part of the year. Industrial production grew nearly 9%, the largest growth since 
1972 and more than during the previous five years taken together. Production in 
Finland's important forest and wood industry grew 16% in 1979. The industry 
worked at near full capacity through the entire year. Production in another major 
industrial sector, metalworking, increased more slowly, 8%, but even there the 
industry utilized 88% of capacity by end 1979. 


The economy is performing much stronger than expected. Even the Ministry of 
Finance's April forecast for 6% GDP growth in 1980 is probably on the low side. 
Real GDP will most likely increase close to 7% in 1980. 


Bottlenecks will restrict the growth of potential output during the next few 
months, especially in the forest industry. Shortages of skilled manpower will 
also occur in other industries. Delays in delivery time are already lengthening. 
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CONSUMPTION AND INVESTMENT REVIVE 


Responding to a 6% increase in real disposable family income, private consumption 
grew 5.5% in 1978. The demand for consumer durables in particular was strong, up 
a fifth from 1978. Sales of automobiles, electrical appliances, furniture, stereo 
and photographic equipment, and optical equipment were 20% higher than a year 
earlier. 


Private consumer demand will continue strong throughout 1980, although by the 
end of the year it will weaken due to growing inflation and higher energy prices. 
Aggregate consumption is estimated to increase 4.5% (in real terms) during 1980. 


Investment also responded to the fast production pace in 1979. After three years 
of decline, investment in real terms grew 4%. Most of the investment activity 
occurred in the last part of the year. Investment in machinery and equipmént 

was particularly strong, increasing 14%. A number of industries made investments 
to loosen capacity constraints. This was particularly true in the forest industry. 


Investment expenditures were not spread evenly, however. Investment in the manu- 
facturing sector was 17% higher than 1978. Building construction declined 1.5% 
in 1979. Investment in the public sector was also lower than in 1978. 


Overall investment in 1980 is projected to increase 11% in the private sector and 
1.5% in the public sector. Investment in the manufacturing sector is continuing 
strong in 1980 and will probably be one-fifth to one-fourth higher than in 1979. 
Financial markets, which have grown somewhat tighter since autumn 1979, are not 
likely to restrain investment activities significantly. Investment, as a share 
of GDP, will grow from 23% in 1979 to 25% in 1980. 


FOREIGN TRADE -- TOWARD A DEFICIT 


Since 1975, exports have been the mainstay of growth in the Finnish economy. 

In 1976 export volume increased 14%; in 1977, 9%; and in 1978, 9% again. In 1979 
the export of goods and services increased 9% in volume and 23% in value. Exports 
of wood and paper products grew faster than other exports. Sales of consumer 
goods abroad were also high. Exports from Finland's metalworking industry, 
particularly metals and steel, were also heavy. Capacity utilization in this 
industry was high. 


As exports to the West grew by one-sixth, exports to communist countries, 
especially the USSR, shrank considerably. Finnish exports to the Soviet Union 

in 1979 declined 4.6% in value. This was due to a slowdown in Soviet purchases 

as the 1976-1980 five-year trade agreement, through which bilateral trade was 

to be balanced, neared an end. Exports of ships and machinery and equipment 
showed declines for which larger exports of other goods failed to compensate. 

The decline in relative importance of trade with communist countries in 1979 was 
an aberration from the long-term trend. Finland's $650 million deficit in 

its trade with the Soviet Union in 1979, largely a result of crude oil price 
increases, prompted efforts in early 1980 to find compensating exports to the USSR. 
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Finnish and Soviet trade officials reached agreement that Soviet purchasers 
would pick up an extra half a billion dollars worth of Finnish goods and 
services in 1980. The extra purchases will, the Finns hope, bring Finno-USSR 
trade back into balance for this year. Likewise, as economic activity in 
Western countries slows, industrial capacity constraints will not be as binding 
in Finland as they have been in recent months, and Finnish exporters will be 
able to be more aggressive in communist countries. It is likely that the trend 
in Finland's trade will be toward increased reliance on communist countries, 
specifically the USSR. Under the present clearing arrangement, continued 
increases in the price of petroleum will translate into even more 
exports to the USSR. 


Exports of goods and services are projected to grow by 8.5% in volume during 1980. 
Finland's traditional export products -- wood and paper products, machinery and 
ships -- lead this export growth. 


Imports picked up quickly in 1979 as consumer and investment demand gathered 
momentum. The sharp increase in energy prices was also important -- the value 
of energy imports was 60% higher than in 1978 and energy's share of total 
commodity imports was 26% (compared to 22% in 1978). Imports increased 36% 

in value and 17% in volume in 1979. The USSR, the source of nearly two-thirds 
of its crude oil, was Finland's biggest supplier country. Imports from the 
USSR increased 41% in 1979 and made up 20% of all Finnish imports. Import 
volume continued very strong in early 1980 and will increase 13.5% through the 
year. 


Finland ended 1979 with a trade deficit of $160 million. The current 
account deficit was $1.15 billion. These deficits will be much larger in 1980. 
The Ministry of Finance is projecting a current account deficit of about $1.4 
billion. The trade account deficit will be about the same. At the end of 1979 
the Bank of Finland's convertible foreign exchange reserves were $1.2 billion 
-- compared to $922 million at year's end 1978. Foreign Exchange reserves 

were $1.5 billion at the end of March 1980. (A change in accounting 

procedures at the beginning of 1980 distorts foreign exchange comparisons 

with previous years. The convertible exchange reserve now includes foreign 
bonds owned by the Bank of Finland which totaled $437 million at the end of 
1979. Also, a new valuation procedure of gold led to an increase of 

$237 million in the value of the Central Bank's gold reserves as of the 
beginning of 1980). 


Given the current interest rates, the private sector will hesitate to increase 
foreign indebtedness equal to the projected current account deficit. Memories 
are still strong of hard currency loans of past years whose service costs later 
were heavy in Finnmark terms. During early 1980 the Central Bank will borrow 
enough foreign capital to cover the deficit forecast for the first half-year. 
Thus, foreign exchange reserves are unlikely to fall much. Tight money markets 
during the last part of 1980 will probably channel part of the demand for credit 
abroad in spite of nominal interest rate differentials. 
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PRICES -- INFLATIONARY PRESSURES GROW 


Leoking at price increases elsewhere in the OECD, inflation in Finland during 
1979 was relatively modest. The consumer price index rose 8.6% from December 

1978 to December 1979. The average increase over the year was 7.5%. As else- 
where, higher energy prices were greatly responsible. 


Inflationary pressure was strong in early 1980. The CPI for April 1980 was 10.7% 
higher than April 1979. Fuel price increases in February will mean higher 
transportation and heating costs through the year. The 1980 wage contracts and 
the agricultural price agreement reached between farmers and the government will 
both raise consumer prices more this year than in 1979. Consumer prices are 
likely to be about 13.5% higher in December 1980 and wholesale prices about 16%, 
than they were in December 1979. 


THE LABOR MARKET -- LOWER UNEMPLOYMENT 


The employment situation improved significantly in 1979. The demand for labor 
grew by almost 50,000 workers, or by 2%. The number of layoffs dropped consider- 
ably, and hiring increased. The number of jobs grew particularly in the service 
sector, much a result of public employment measures, and in manufacturing. The 
number of unemployed in 1979 averaged 6.1% of the labor force. 


The rate of unemployment will continue to decrease in 1980. The average rate of 
unemployment will be about 4.7% through the year and has been projected to drop 

to 4% during the third quarter. This 4% can be considered consistent with full 

employment in the economy. 


The Finnish labor movement in 1979 remained broadly supportive of government 
efforts to sustain economic recovery. Although this cooperation with government 
policies was reflected in both low 1979 strike statistics and moderate 1979 
contract settlements, growing dissatisfaction with broad incomes policy packages 
on the part of many unions prevented a nationwide centralized wage agreement 
between employers and unions in 1980. Instead, union level contracts have been 
reached, most of them of one year duration with wage increases of approximately 
9.5%. Wage increases will occur in two phases, the larger amount immediately 
and the remainder in the autumn, with many contracts including additional wage 
drift guarantees. 


The total wage and salary bill in 1979 increased 13.5%. In early 1980 the 
Ministry of Finance projected wages and salaries to increase 11% through 1980. 
It is likely, given stronger growth and more rapid inflation than envisioned 
in that forecast, that the wage and salary bill will increase more than this. 


GOVERNMENT POLICY -- SLOW TO RESPOND TO MOUNTING INFLATIONARY PRESSURE 


A. Trade and Foreign Exchange Policy 


The Finnmark was revalued in September 1979 for the first time in Finnish 
history. Intended as a counter-inflationary measure, the revaluation marked an 
effort to achieve a more flexible foreign exchange policy after nine Finnmark 
devaluations since the end of World War II. Later, in January 1980, the band 





within which the Bank of Finland may set the value of the Finnmark without a 
formal Government decision, was adjusted dovmward in order to make more room 

for the Bank of Finland to revalue and less to devalue. The width of the band, 
however, remained unchanged, 6% of the currency index. The second 2% revaluation 
occurred in March 1980, bringing total Finnmark appreciation within a 12-month 
period to 5%. Despite the revaluation vis-a-vis the currency basket used in 
Finland's foreign currency index, the value of the US dollar has remained 
relatively stable during the past year. 


Organized labor and the Left still consider Finnmark revaluation a principal 
tool for combating inflation and continue to push for further revaluation. As 
the trade gap mounts and domestic inflationary pressure develops, revaluation 
will likely continue to be a source of political contention, 


B. Monetary and Fiscal Policy 


Combating price/cost pressures and safeguarding Finnish industry's external 
competitiveness are presently the major concerns in near-term economic policy. 
It is believed that unless progress is made in these two areas, the Government 
will not be in a position to pursue sufficiently expansionary fiscal and monetary 
policy on the down side of the business cycle which they predict for late 1980 
and 1981. 


As consumer and wholesale prices began inching upward faster than anyone 
expected during the early months of 1980, a debate between the parties of the 
government coalition over an anti-inflationary program grew in intensity. Much 
of the disagreement was centered about whether the Government should again revalue 
the Finnmark. Meanwhile the Bank of Finland continued to clamp down on the 
availability of credit to commercial banks and the Ministry of Finance proposed 
such anti-inflationary measures as: $79 million worth of export .deposits 
that would be collected from the sawmill industry over the course of 1980 and 
early 1981; a cut in Government spending; and postponement of public construction 
projects. In late May the Government announced the outline of a general anti- 
inflation package, but the details are not yet clear as of the time of this writing. 


Due to slack investment demand and growing corporate revenue during early 
1979, monetary institutions sharply reduced their Central Bank financing. To tie 
down this excess liquidity, the Bank of Finland imposed cash reserve requirements 
on commercial banks, Continual increase of this cash reserve in recent months, 
however, has been the source of strong criticism from the banking community. 


IMPLICATION FOR THE UNITED STATES 


The value of two-way trade between Finland and the U.S. passed the one billion 
dollar mark for the year 1979 and this lively commercial exchange continued strong 
through the first quarter of 1980. Based on Finnish statistics, imports from the 
United States in 1979 were valued at $569 million which represents a 

36.6% increase over the like period of 1978. First quarter 1980 demand 

for U. S. products continued strong with imports valued at $187 million 

up 44% over the same period one year earlier. 
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Continuing the general pattern of recent years, imports from the U.S. in 1979 

were largely: ADP equipment, office machinery and accessories, $65 million; 
electrical machinery and equipment, $33.5 million; general industrial machinery 
$31.9 million; special industrial machinery, $26.1 million; industrial scientific and 
medical precision instruments, $22 million; organic chemicals, $21.9 million; plastic 
materials, $20 million; motor vehicle parts and supplies, $20 million. Agricultural 
imports from the U.S. were: fruit -- fresh, dried and preserved -- valued at 

$20.3 million; unmanufactured tobacco, $20 million; oilseeds, $20 million; and 
wheat, $17.6 million. 


Finish exports to the U. S. were valued at $482 million for the year 1979 
and $112 million for the first quarter of 1980. Finnish sales consisted 
largely of printing papers and newsprint, machinery and equipment, sheet 
steels, cheese, furs and textile products. Deliveries to the U. S. of 
papermaking machinery and equipment are scheduled for later this year and 
1981. These sales will add significantly to Finnish dollar earnings in the 


months ahead. 


The high level of production, growth in investments and a favorable exchange 
rate between the U.S. dollar and the Finnish mark support a bright outlook for 
U.S. sales to Finland. Among products with the best sales prospects in the year 
ahead are production process control equipment and instrumentation, office 
equipment/electronic computers and peripherals, electronic industry production 
and test equipment, electronic components and general OEM supplies and equipment. 
In addition strong consumer demand has created growing interest in U.S. textile 
products, leisure equipment and sporting goods. 


Over the last year the U.S. Embassy in Helsinki has cooperated with local dealers 


with U.S. product lines to mount product demonstrations and sales seminars. 

A catalog presentation featuring sporting goods and leisure time clothing and 
supplies held last autumn was well attended and aroused continuing interest in 
U.S. products. Currently the Embassy, in cooperation with the Department of 
Commerce, is planning a business machines and equipment catalog presentation 
at the Finnish business equipment show "Kt 80" scheduled for October 14-18. 
Information on this event and other significant Finnish trade fairs may be 
obtained from the German/Nordic Branch, Office of International Marketing, 
Room 1015C, Department of Commerce, Washington D.C. 20230, or directly from 
Finnish Fair Corporation, Helsinki Fair Center, P.O. Box 24, SF-00521 Helsinki 
52, Finland. 


*% U.S. GOVERNMENT PRINTING OFFICE: 1980—311-056/293 





